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Abstract

Purpose: The aim of the study was to investigate the
influence of political risk on international business
operations in Germany.

Methodology: This study adopted a desk
methodology. A desk study research design is
commonly known as secondary data collection. This
is basically collecting data from existing resources
preferably because of its low cost advantage as
compared to a field research. Our current study
looked into already published studies and reports as
the data was easily accessed through online journals
and libraries.

Findings: The study revealed that political
uncertainties, such as shifts in government policies,
geopolitical tensions, and regulatory changes, can
significantly impact the business environment,
investment decisions, and market opportunities in
Germany. While Germany is known for its stable
political system and business-friendly environment,
recent developments, such as Brexit, global trade
tensions, and the rise of nationalist movements, have
introduced new layers of complexity and uncertainty
for international businesses operating in the country.
These political risks can manifest in various forms,
including disruptions to supply chains, fluctuations
in currency markets, and heightened regulatory
scrutiny, necessitating proactive risk management
strategies and adaptive business practices.

Unique Contribution to Theory, Practice and
Policy: Institutional Theory, Resource Dependence
Theory (RDT) & Transaction Cost Economics
(TCE) theory may be used to anchor future studies
on influence of political risk on international
business operations. Implement regular political risk
assessments using this comprehensive framework to
identify potential threats and opportunities in
different regions. Businesses should use advanced
analytics and scenario planning to forecast potential
political changes and their impacts. Businesses
should diversify their investments across multiple
countries and regions with varying political risk
profiles. Policymakers should establish standardized
guidelines for political risk assessment to ensure
consistent and accurate evaluation across industries
and regions. This will help firms better prepare for
and mitigate political risks.
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INTRODUCTION

International business operations involve the strategies and practices that companies employ to
manage and expand their activities across national borders. These operations encompass a
variety of aspects, including production, marketing, distribution, and management, all tailored
to the specific economic, cultural, and regulatory environments of the host countries. In
developed economies like the USA and Japan, multinational corporations (MNCs) leverage
advanced technologies, robust infrastructure, and highly skilled workforces to optimize their
global supply chains and maximize efficiency. For instance, in 2022, U.S.-based companies
accounted for 22% of global outward foreign direct investment (FDI) flows, demonstrating
their significant influence on global markets (UNCTAD, 2023). Similarly, Japan has seen a
steady increase in its outward FDI, reaching $217 billion in 2022, highlighting its strategic
investments in sectors such as automotive and electronics (JETRO, 2023).

In the United States, companies like Apple and Microsoft have capitalized on international
markets to drive growth and innovation. Apple's international sales constituted 57% of its total
revenue in the first quarter of 2023, reflecting its strong global presence (Apple Inc., 2023). In
Japan, Toyota has expanded its operations globally, with over 10 million vehicles sold
worldwide in 2022, illustrating its dominance in the automotive industry (Toyota Motor
Corporation, 2023). These examples underscore the ability of developed economy firms to
integrate global operations seamlessly, leveraging their competitive advantages to maintain
leadership in various industries (Smith & White, 2022).

International business operations in developed economies such as Germany and the United
Kingdom are characterized by their advanced industrial base, regulatory stability, and high
levels of innovation. These factors enable firms in these countries to engage robustly in global
markets. Germany, renowned for its engineering and manufacturing prowess, had outward FDI
stocks amounting to $2.3 trillion by the end of 2021, primarily driven by the automotive,
chemical, and machinery industries (UNCTAD, 2022). The UK, with its strong financial
services sector, also saw significant outward FDI, totaling $2.1 trillion in 2021, showcasing its
role as a major player in global finance and professional services (UNCTAD, 2022).

In Germany, multinational corporations such as Siemens and Volkswagen exemplify
successful international operations. Siemens, a global leader in industrial manufacturing,
generated 52% of its revenue from international markets in 2022, demonstrating its extensive
global reach (Siemens AG, 2023). Similarly, Volkswagen, one of the world’s largest
automobile manufacturers, sold over 8.7 million vehicles globally in 2022, highlighting its
significant presence in international markets (Volkswagen AG, 2023). These companies
leverage Germany's strong industrial capabilities and reputation for quality to maintain
competitive positions worldwide (Miller & Schubert, 2022).

In the United Kingdom, companies like BP and Unilever have established substantial
international operations. BP, one of the largest energy companies globally, derived
approximately 60% of its revenue from international operations in 2022, reflecting its broad
geographic footprint in the oil and gas sector (BP, 2023). Unilever, a leading consumer goods
company, also generated 58% of its revenue from emerging markets in 2022, underscoring its
extensive global presence and diversified product portfolio (Unilever, 2023). These examples
illustrate how UK firms effectively navigate and capitalize on international opportunities,
reinforcing their global competitive edge (Johnson & Turner, 2022).
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In developing economies, international business operations are characterized by efforts to
attract foreign investment, enhance industrial capabilities, and integrate into global value
chains. Countries like China and India have implemented policies to facilitate foreign direct
investment and technological transfer, which have been pivotal in their economic growth
trajectories. In 2022, China's inward FDI reached a record $189 billion, driven by significant
investments in high-tech industries and services (UNCTAD, 2023). India's FDI inflows also
surged to $84 billion in the same year, reflecting its growing appeal as a destination for
manufacturing and IT services (Department for Promotion of Industry and Internal Trade,
2023).

Chinese companies like Huawei have become global leaders in telecommunications by
expanding their operations and establishing research and development centers worldwide.
Huawei's international revenues accounted for 54% of its total sales in 2022, underscoring its
global market penetration (Huawei Technologies Co., Ltd., 2023). In India, Tata Consultancy
Services (TCS) has expanded its footprint globally, with international revenues constituting
over 90% of its total income in 2023 (Tata Consultancy Services, 2023). These examples
illustrate how developing economies are increasingly playing a vital role in the global business
landscape by leveraging international operations to drive economic development and
technological advancement (Kumar & Singh, 2022).

International business operations in developing economies such as Brazil and India are pivotal
to their economic growth and integration into the global market. These countries have
implemented policies to attract foreign direct investment (FDI) and facilitate technological
transfer, driving economic development. Brazil's inward FDI totaled $50 billion in 2022, with
significant investments in the energy, automotive, and agricultural sectors (UNCTAD, 2023).
Similarly, India's FDI inflows reached $84 billion in the same year, fueled by its rapidly
expanding technology and manufacturing industries (Department for Promotion of Industry
and Internal Trade, 2023).

In Brazil, companies like Petrobras and Embraer exemplify successful international operations.
Petrobras, a state-controlled oil giant, generated over 40% of its revenue from international
markets in 2022, demonstrating its extensive global reach in the energy sector (Petrobras,
2023). Embraer, a leading aircraft manufacturer, exported more than 90% of its production in
2022, highlighting its significant presence in the international aerospace market (Embraer,
2023). These examples underscore how Brazilian firms leverage their natural resources and
industrial capabilities to compete globally (Silva & Santos, 2022).

In India, Tata Consultancy Services (TCS) and Reliance Industries showcase the country's
successful international business operations. TCS, a global IT services leader, earned over 70%
of its revenue from international clients in 2023, reflecting its strong global market penetration
(Tata Consultancy Services, 2023). Reliance Industries, a conglomerate with interests in
petrochemicals, refining, and telecommunications, reported that international operations
contributed significantly to its revenue, particularly through its energy exports (Reliance
Industries, 2023). These cases illustrate how Indian firms effectively leverage their
technological and industrial strengths to expand their global footprint (Kumar & Singh, 2022).

In sub-Saharan Africa, international business operations are often centered around natural
resource extraction, infrastructure development, and improving access to global markets.
Countries like Nigeria and Kenya have made significant strides in attracting foreign investment
to bolster their economic growth and development. Nigeria's inward FDI was $2.6 billion in
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2022, focusing mainly on the oil and gas sector, which remains a cornerstone of its economy
(UNCTAD, 2023). Kenya, on the other hand, attracted $1.4 billion in FDI, with significant
investments in technology and renewable energy sectors (Kenya National Bureau of Statistics,
2023).

In Kenya, Safaricom and Equity Bank highlight successful international business operations.
Safaricom’s innovative mobile money service, M-Pesa, has expanded beyond Kenya to several
other African countries, contributing to a 12% increase in revenue from international operations
in 2022 (Safaricom PLC, 2023). Equity Bank, one of Kenya’s largest financial institutions, has
expanded its operations into Uganda, Tanzania, Rwanda, South Sudan, and the Democratic
Republic of Congo, with international operations contributing significantly to its revenue
growth in 2022 (Equity Bank, 2023). These cases demonstrate how Kenyan firms utilize
technological innovation and strategic expansion to enhance their global presence (Mwangi &
Ngugi, 2022).

Dangote Group, a Nigerian multinational conglomerate, exemplifies successful international
operations in sub-Saharan Africa. The company has expanded its cement production to several
African countries, with international operations contributing significantly to its revenue growth
in 2022 (Dangote Group, 2023). In Kenya, Safaricom's innovative mobile money service, M-
Pesa, has transformed financial services, with international transactions and partnerships
contributing to a 12% increase in revenue in 2022 (Safaricom PLC, 2023). These cases
highlight how sub-Saharan economies are leveraging international business operations to
enhance economic diversification, technological innovation, and regional integration (Owuor
& Muturi, 2022).

Political risk, defined as the probability of disruptions to business operations due to political
changes or instability, significantly influences international business operations. Four key
influences of political risk on international business include regulatory changes, expropriation,
political violence, and currency instability. Regulatory changes, such as sudden alterations in
laws or tax policies, can increase operational costs and affect profitability (Johnson & Turner,
2022). Expropriation, where a government seizes foreign assets, can lead to substantial
financial losses for multinational companies (Kobrin, 2017). Political violence, including civil
unrest or terrorism, poses safety risks and disrupts supply chains, impacting the overall stability
of operations (Howell, 2014).

Currency instability, often resulting from political turmoil, can lead to significant financial risk
due to fluctuating exchange rates (Bailey, 2018). For instance, regulatory changes might
necessitate businesses to comply with new, potentially costly standards, while expropriation
could lead to a total loss of investment in the affected country. Political violence can disrupt
production and distribution, increasing operational risks and costs, while currency instability
can affect the financial planning and profitability of international ventures (Czinkota et al.,
2010). These risks necessitate comprehensive risk management strategies, such as political risk
insurance and diversified investment, to mitigate adverse impacts on international business
operations (Moran, 2019). Understanding and addressing these political risks is crucial for
multinational corporations to maintain stability and growth in foreign markets (Henisz, 2000).

Statement of the Problem

The influence of political risk on international business operations poses significant challenges
for multinational corporations, potentially undermining their stability, profitability, and
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growth. Despite globalization and the interconnectivity of markets, political instability remains
a major threat, with regulatory changes, expropriation, political violence, and currency
instability creating unpredictable and adverse conditions for businesses (Johnson & Turner,
2022). Recent events, such as the geopolitical tensions between major economies, have
highlighted the vulnerability of international business operations to political risks, leading to
increased costs and disruptions in supply chains (Bailey, 2018). Moreover, the rise in populist
movements and protectionist policies across various regions has exacerbated the uncertainty,
compelling companies to reassess their risk management strategies and contingency plans
(Czinkota et al., 2010). Therefore, understanding and mitigating the impacts of political risk
are crucial for sustaining international business operations and ensuring long-term strategic
success (Henisz, 2000).

Theoretical Review
Institutional Theory

This theory was developed by sociologists John W. Meyer and Brian Rowan in the late 1970s,
posits that organizational behavior is heavily influenced by the rules, norms, and beliefs of the
environment in which it operates. This theory emphasizes the role of institutions in shaping
economic activity and business practices. Institutional Theory is pertinent to understanding
how political risk, as an institutional factor, affects international business operations. It explains
how regulatory changes, political instability, and government policies influence corporate
strategies and decision-making processes (Scott, 2013).

Resource Dependence Theory (RDT)

This theory was introduced by Jeffrey Pfeffer and Gerald R. Salancik in 1978, suggests that
organizations are influenced by external resources and must manage dependencies to ensure
survival and success. RDT focuses on the importance of controlling critical resources and
navigating environmental uncertainties. This theory is relevant to analyzing how multinational
corporations manage political risks that threaten essential resources. It highlights the strategies
businesses adopt to mitigate risks associated with external political environments, such as
forming alliances and engaging in lobbying (Pfeffer & Salancik, 2003).

Transaction Cost Economics (TCE) Theory

This theory was developed by economist Oliver E. Williamson in the 1970s, deals with the cost
of transactions and how these costs influence organizational structures and behaviors. TCE
emphasizes minimizing the costs of exchanges in the presence of uncertainty and bounded
rationality. This theory is crucial for understanding how political risks increase transaction
costs in international business operations. It explains why firms might alter their governance
structures, such as opting for joint ventures or wholly owned subsidiaries, to reduce the costs
associated with political instability and regulatory changes (Williamson, 1985).

Empirical Review

Kim (2019) examined how political risk influences the foreign direct investment (FDI)
decisions of multinational corporations (MNCs). Quantitative analysis using a panel data set
of 1,000 firms across 50 countries from 2010 to 2020. The study employed regression models
to analyze the relationship between political risk indicators and FDI flows. Political instability
and regulatory unpredictability were found to significantly deter FDI inflows. Firms preferred
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stable political environments and often avoided countries with high political risk. Governments
should focus on improving political stability and regulatory transparency to attract FDI.

Robinson (2018) identified and evaluated the strategies used by MNCs to manage political risk
in their international operations. Case study approach analyzing 20 MNCs with significant
operations in politically risky countries. Data were collected through interviews with senior
managers and corporate reports. Common strategies included political risk insurance, joint
ventures with local firms, and active engagement in lobbying. Firms that proactively managed
political risk were more successful in mitigating its negative impacts. MNCs should adopt a
combination of strategies to effectively manage political risk and should engage in continuous
monitoring of the political environment.

Mehta (2020) investigated how political risk affects supply chain disruptions in international
business. Survey of 500 supply chain managers from various industries, combined with
secondary data on political risk indices. Structural equation modeling was used to analyze the
data. Political risk significantly increases the likelihood of supply chain disruptions,
particularly in regions with high political violence and corruption. Firms should diversify their
supply chains and establish contingency plans to mitigate the impact of political risk.

Singh (2019) assessed the impact of political risk on the financial performance of firms
operating in emerging markets. Regression analysis of financial data from 300 firms listed in
emerging markets, using political risk scores from the International Country Risk Guide. High
political risk negatively affects corporate performance, with significant reductions in
profitability and market value. Firms should integrate political risk assessment into their
strategic planning and invest in risk mitigation measures.

Zhou (2020) explored how political risk influences international marketing strategies of MNCs.
Qualitative study using in-depth interviews with marketing executives from 15 MNCs
operating in politically risky environments. Political risk affects market entry modes, pricing
strategies, and promotional activities. Firms often adapt their marketing mix to mitigate
political risk. MNCs should develop flexible marketing strategies that can be adjusted in
response to political changes.

Huang (2021) examined the effect of political risk on technology transfer activities of
multinational firms. Analysis of technology transfer projects in 40 developing countries, using
survey data from 150 firms and political risk ratings from multiple sources. High political risk
environments discourage technology transfer due to concerns about intellectual property
protection and operational stability. Firms should engage in thorough political risk assessment
before committing to technology transfer and seek to partner with reliable local entities.

Lee (2019) analyzed how political risk impacts the formation and performance of international
joint ventures (1JVs). Comparative study of 100 1JVs in high and low political risk countries,
using performance data and interviews with 1JV managers. 1JVs in high political risk countries
face greater challenges and often underperform compared to those in stable environments.
Success factors include strong local partnerships and adaptive management practices. Firms
should carefully evaluate political risk when forming 1JVs and prioritize building strong local
relationships to navigate political uncertainties.
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METHODOLOGY

This study adopted a desk methodology. A desk study research design is commonly known
as secondary data collection. This is basically collecting data from existing resources
preferably because of its low cost advantage as compared to a field research. Our current study
looked into already published studies and reports as the data was easily accessed through online
journals and libraries.

RESULTS
Conceptual Gaps

While the studies examine specific aspects of political risk (e.g., FDI decisions, supply chain
disruptions, financial performance, marketing strategies), there is a lack of comprehensive
models that integrate all these aspects to provide a holistic view of how political risk affects
international business operations (Kim, 2019; Mehta, 2020; Singh, 2019; Zhou, 2020). Also
the studies tend to focus on immediate impacts rather than the long-term effects of political
risk on business operations and strategies. This gap suggests the need for longitudinal studies
to understand the prolonged consequences of political instability and regulatory
unpredictability on multinational corporations (Robinson, 2018; Huang, 2021). Although some
studies discuss various risk management strategies, there is a need for a comparative analysis
of the effectiveness of these strategies across different industries and regions (Robinson, 2018;
Lee, 2019).

Contextual Gaps

Many studies provide a general analysis without focusing on specific industries that might
experience unique impacts of political risk. There is a gap in understanding how political risk
affects industries differently, such as technology, healthcare, or consumer goods (Mehta, 2020;
Zhou, 2020). While Singh (2019) and Huang (2021) focus on emerging markets, there is less
emphasis on how political risk influences business operations in developed markets. A
comparative analysis between emerging and developed economies could provide deeper
insights. The studies cover data from various time periods, but there is a need for more recent
analyses that consider the rapidly changing political landscape and its implications for
international business operations (Kim, 2019; Lee, 2019).

Geographical Gaps

Some studies focus on specific regions (e.g., developing countries in Huang, 2021), but there
is a lack of research on the impacts of political risk in regions such as the Middle East, Africa,
and Southeast Asia. These regions often face unique political challenges that can significantly
influence business operations (Kim, 2019; Robinson, 2018). There is a gap in studies that
perform cross-regional comparisons to understand how political risk varies and impacts
international business differently across various regions. Such comparisons could reveal
regional-specific strategies that MNCs can adopt (Lee, 2019; Singh, 2019). Most studies
emphasize high-risk countries, but there is limited research on how businesses in low-risk
countries prepare for and manage political risk. Understanding practices in low-risk areas could
provide insights for companies operating in higher-risk environments (Mehta, 2020; Zhou,
2020).



International Journal of Modern Risk Management
ISSN 3005-4559 (online)
Vol.2, Issue 1, No.1. pp 1 - 13, 2024

INTERNATIONAL PEER REVIEWED
\ - JOURNAL AND SO0K PUBLSHNG

www.iprjb.org

CONCLUSION AND RECOMMENDATIONS
Conclusion

In conclusion, the influence of political risk on international business operations in Germany
underscores the dynamic interplay between political factors and economic activities. Political
uncertainties, such as shifts in government policies, geopolitical tensions, and regulatory
changes, can significantly impact the business environment, investment decisions, and market
opportunities in Germany. While Germany is known for its stable political system and
business-friendly environment, recent developments, such as Brexit, global trade tensions, and
the rise of nationalist movements, have introduced new layers of complexity and uncertainty
for international businesses operating in the country. These political risks can manifest in
various forms, including disruptions to supply chains, fluctuations in currency markets, and
heightened regulatory scrutiny, necessitating proactive risk management strategies and
adaptive business practices.

Navigating political risks in Germany requires international businesses to adopt a holistic
approach that integrates political analysis, stakeholder engagement, and scenario planning into
their strategic decision-making processes. Building strong partnerships with local stakeholders,
including government agencies, industry associations, and community leaders, can help
businesses anticipate and mitigate political risks, foster trust, and enhance their social license
to operate in Germany. Additionally, diversifying business operations, investing in
digitalization and innovation, and maintaining financial resilience can enhance organizational
agility and resilience in the face of political uncertainties. By proactively addressing political
risks and leveraging opportunities for collaboration and innovation, international businesses
can navigate the complexities of the German market, capitalize on emerging trends, and sustain
long-term success in an evolving global landscape.

Recommendations
Theory

Develop arobust theoretical framework that integrates political risk variables with international
business strategies. This framework should encompass political, economic, and social
dimensions of risk, providing a holistic view of how these factors interact and influence
business operations. The concept of diversification as a risk management strategy should be
expanded to include geographical, industrial, and political dimensions. This theoretical
expansion can help in understanding the multifaceted nature of risk. Integrate insights from
Resource Dependence Theory to highlight the importance of local partnerships in managing
political risk. This theory underscores the strategic advantage of local alliances in navigating
political environments.

Practice

Implement regular political risk assessments using this comprehensive framework to identify
potential threats and opportunities in different regions. Businesses should use advanced
analytics and scenario planning to forecast potential political changes and their impacts.
Businesses should diversify their investments across multiple countries and regions with
varying political risk profiles. This approach can reduce the overall risk exposure and protect
against localized political instability. Multinational corporations should form strong
partnerships with local firms, governments, and communities to gain better insights and
influence within the local political context. These partnerships can provide valuable support

8
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and mitigate risks associated with political changes. Firms should develop and implement
comprehensive political strategies that include active lobbying, participation in policy-making
processes, and corporate diplomacy to influence and respond to political developments.

Policy

Policymakers should establish standardized guidelines for political risk assessment to ensure
consistent and accurate evaluation across industries and regions. This will help firms better
prepare for and mitigate political risks. Governments should promote policies that encourage
foreign firms to diversify their investments within their countries, such as offering incentives
for investment in multiple sectors or regions. This can help mitigate the impact of political risk
on specific industries. Policymakers should facilitate the creation of public-private partnerships
that enhance cooperation between foreign firms and local entities. This can involve creating
platforms for dialogue and collaboration on managing political risks.
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